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THE PARALYSIS OF EASTERN EUROPE 





HE partial moratorium on foreign debt pay- 

ments announced by Hungary on December 
22 clearly revealed the seriousness of the financial 
paralysis which has been spreading through 
Eastern Europe since the threatened collapse of 
the Austrian Creditanstalt,* and which was ac- 
celerated by Great Britain’s suspension of the 
gold standard. By the terms of this moratorium, 
the Hungarian government will apply the foreign 
currency at its disposal to the service of the 1924 
State Loan amounting annually to $5,603,000, and 
will pay interest on other loans in a specified 
order of precedence only as foreign currency be- 
comes available. At that time it was expected 
that “standstill” agreements would be negotiated 
with Hungary’s short-term creditors. On Jan- 
uary 17, however, Hungarian banks notified their 
American creditors that they would be unable to 
pay interest on short-term credits, and negotia- 
tions were consequently abandoned. 


The Hungarian moratorium was largely the 
result of existing trade and financial conditions. 
The stability of the pengé has been maintained 
only by severe restrictions on dealings in foreign 
currency and foreign bills of exchange, which 
have curtailed imports and provoked retaliation 
on the part of neighboring states. The low price 
of agricultural products, notably wheat and 
tattle, which are Hungary’s principal exports, 
leaves no surplus foreign currency for the pay- 
ment of interest on foreign debts. While the 
credit extended last August by the Bank for In- 
ternational Settlements was renewed in December, 
the prospect of future borrowing abroad is hardly 
encouraging, especially in view of the fact that 
the League of Nations, which investigated Hun- 
gary’s finances in October, made no recommenda- 
tions for a foreign loan. Nor has the internal 
situation shown signs of improvement. The 
peasants, who constitute a majority of the popu- 
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*“The Barometer Rises in Geneva,” F. P. A. News Bulletin, Vol. X, 
No, 29, May 22, 1931. 


lation, have been further impoverished by a bad | 


harvest, and tax collections are increasingly diffi- 
cult. Meanwhile Count Karolyi, who succeeded 
Count Bethlen as Premier in September, has 
hesitated until recently to effect drastic cuts in. 
government salaries and other administrative 
expenses for fear of arousing serious opposition. 
Hungary’s difficulties are duplicated in other 
states formerly part of the Hapsburg Empire— 
Austria and Czechoslovakia—as well as in the 
Balkan countries which are closely knit to them 
by commercial ties. The restrictions imposed by 
Austria on the use of foreign exchange and the 
export of precious metals have practically isolated 
the country, with the result that its principal 
industries, steel and textiles, are already suffer- 
ing from a shortage of imported raw materials. 
The government has complied with the recom- 
mendations of the League Financial Committee 
by increasing existing taxes and imposing new 
ones, by cutting down military expenditures and 
agricultural subsidies, and by undertaking the 
reorganization of the Federal Railways which are 
faced with a huge deficit. Despite these measures, 
Austria has not yet obtained the $8,500,000 credit 
which France had promised to extend through 
the Bank for International Settlements—partly, 
it is claimed, because of French opposition to the 
Austrian Foreign Minister, Dr. Schober, who 
negotiated the Austro-German customs union. 
Meanwhile the Creditanstalt, which is tech- 
nically insolvent, continues to drain the resources 
of the government whose liability for the debts 
of the bank totals not $20,000,000 as first re- 
ported, but $200,000,000. Following negotia- 
tions held in November, the foreign creditors’ 
committee obtained the right to appoint a non- 
Austrian manager for the Creditanstalt, who will 
be charged with the reorganization of the bank 
and the liquidation, if necessary, of some of its 
industrial concerns; in return, the creditors 
agreed to reduce, not the total of their claims, as 
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had been hoped in Austria, but the interest on 
these claims. 

Compared with Austria and Hungary, the 
states of the Little Entente, which continue to 
draw on France for financial aid, are in a rela- 
tively more comfortable position: Czechoslovakia, 
with its differentiated national economy, has until 
recently been the most prosperous country in 
Eastern Europe. Its industrial exports, however, 
have been hard hit by the British tariff, while its 
trade with Germany and other neighboring states 
has been practically paralyzed by foreign ex- 
change restrictions. Industrial production has 
consequently declined, and on January 1, Czecho- 
slovakia had 336,574 unemployed. 

Rumania, which had weathered the Creditan- 
stalt crisis, lost heavily by the depreciation of the 
British pound, as Rumanian wheat contracts 
called for payment in sterling. The failure in 
October of the Marmorosch Bank, one of Ru- 
mania’s oldest banking institutions, was at- 
tributed principally to mismanagement, and had 
few repercussions in the provinces. Rumania’s 
lack of foreign exchange has been temporarily 
remedied by a French credit of $10,000,000 
granted in September. The difficulty of collect- 
ing agricultural debts remains the country’s most 
pressing problem. The Finance Minister, M. 
Argetoianu, has proposed that the Bank of Agri- 
culture take over these debts, and then repay 
them within thirty years from the proceeds of a 
bond issue to be guaranteed by the state. Jugo- 
slavia, like Rumania, is faced with an agricultural 
crisis, and the growing dissatisfaction of the 
peasants may necessitate a sharp reduction of 
agrarian indebtedness. The loss of $18,000,000 
which Jugoslavia suffered as a result of the 
Hoover moratorium on German reparations pay- 
ments, however, was somewhat compensated in 
November by a French credit of $12,000,000. 

The straits to which commerce has been re- 
duced by tariff barriers and currency restrictions, 
in a region a large part of which enjoyed the 
advantages of free trade before the war, have 
revived the idea of a Danubian federation. Dr. 
Benes, Foreign Minister of Czechoslovakia, favors 
some form of preferential system which would 
embrace Austria, Hungary and the states of the 
Little Entente, but would exclude Germany and 
Italy. This proposal has so far aroused little 
enthusiasm in Austria and Hungary, where it is 
regarded as a French scheme intended to offset 
Germany’s plans for a Mitteleuropa. Nor does 
the slow progress of negotiations now proceeding 
between Eastern European countries for a clear- 
ing system by which trade would be conducted 
on a barter basis, with little or no transfer 
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of money, offer much hope of Danubian coopera. 
tion in the near future. VERA MICHELES DEAy 


Salvador and the 1923 Treaty 


The difficulties inherent in the application by 
the United States of the 1923 Central American 
Recognition Treaty are once more illustrated by 
the recent revolt in Salvador. On December 2, 
1931 a group of young military officers, complain- 
ing that the government had failed to pay 
salaries and that its policy had proved unsatis- 
factory, forced President Arturo Araujo to flee 
the country. He was succeeded in office by Gen- 
eral Maximiliano Martinez, Vice President and 
Minister of War in the deposed government. 


There is little doubt that Martinez was eligible 
to succeed Araujo under the Salvador constitu- 
tion and that the revolution was popular in the 
country. Nevertheless, the United States, together 
with Guatemala, Honduras and Costa Rica, an- 
nounced on December 23 that it would not accord 
recognition to Martinez because of the 1923 
treaty. In this treaty the Central American 
states agreed not to recognize a revolutionary 
régime established by a person who had been a 
leader in the revolution or a cabinet minister in 
the deposed government. These questions, which 
involve the determination of many obscure facts 
and interpretation of Salvador law, can be an- 
swered by foreign governments only with great 
difficulty. It is not surprising, therefore, that the 
decision not to recognize Martinez has led to 
strong protests from lawyers in Salvador and 
from other Central American countries. These 
critics declare that since the United States is not 
a party to the 1923 treaty, it should not take the 
initiative in applying it. Moreover, they insist 
that, by fleeing to Guatemala, Araujo himself vio- 
lated the constitution and that Martinez is his con- 
stitutional successor until the next election, which 
will be held in 1935. They also point out that, 
when it ratified the 1923 treaty, Salvador ex- 
pressly declined to accept the anti-revolutionary 
provisions, which therefore cannot be legally 
applied against it. Finally, they urge the abro- 
gation of the treaty. 


While Martinez has not yet resigned, it is 
doubtful whether he can remain in power, if for 
no other reason than that the United States 
exercises financial control over the country. Ac 
cording to a 1922 loan contract, American bank: 
ers may establish a receivership in Salvadot 
in case of default. Recently Salvador has beet 
perilously near default, and this possibility 
has been increased by the refusal of the Unite¢ 
States to recognize Martinez. R. L. B. 
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